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Executive Summary
This report contains an analysis of the profitability, liquidity, and strengths and weaknesses of Putnam Bank compared to a peer group that consists of Windsor Federal Savings and Loan Association, Naugatuck Valley Savings and Loan, and Savings Institute Bank and Trust and is also compared to all of the banks in Connecticut as a peer group. Several ratios were calculated and examined such as the Return on Equity, Net Profit Margin, Asset Utilization, Equity Multiplier, Return on Assets, Net Interest Margin, Non Net Interest Margin, Earnings Spread, and Loan to Deposits. All of these calculations and some graphs of certain ratios can be found in the appendices. The results of the ratios analyzed shows that Putnam Bank is in a poor position in regards to its profitability compared to the two peer groups. However, they performed similar to the other banks in its peer group. 

Putnam Bank is in its current position because of its poor performance with the Net Interest Margin, Earnings Spread, and Loan to Deposits, Return on Assets and Return on Equity. They are not operating at an extremely weak position because they performed similar to the other banks in its peer group even if the ratios were not at the rate they should be.  Some recommendations to improve their situation are to generate more profits from their loans, assets, and equity to put them in a more stable situation. Also, they need to keep a larger spread between income and earnings and expenses and liabilities and by finding better interest rates with fewer risks as well. 

Some limitations of this report include that industry averages are not provided and only banks in Connecticut are examined instead of all of the banks in the United States. 
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In this bank performance case, the main bank that is examined is Putnam Bank in Putnam, Connecticut. The peer group of banks that is also examined consists of Windsor Federal Savings and Loan Association in Windsor, Connecticut, Naugatuck Valley Savings and Loan in Naugatuck, Connecticut, and Savings Institute Bank and Trust in Willimantic, Connecticut. The median statistics for the three banks and another peer group consisting of all of the banks in Connecticut are also examined and compared with Putnam Bank. Specific ratios were calculated for each of the last four years for Putnam Bank, the peer group, and all the banks in Connecticut. 
Putnam Bank is a federally chartered stock savings bank. Its headquarters is in Putnam Connecticut and it was founded in 1862 as a state chartered mutual savings bank. In 2003, it was reorganized into a two tier mutual holding company structure. PSB Holdings Inc. is the company that owns 100% of Putnam Savings Banks common stock. Their stock is traded under the symbol PSBH on NASDAQ. In 2004, they converted to federal charters and are now regulated by the Office of Thrift Supervision. There are six branches in addition to its main office currently. 

The first ratio examined was the Return on Equity. The Return on Equity ratio is a good indicator of the profitability of the banks. For Putnam Bank, the Return on Equity was fairly steady and positive for the years 2005 to 2007, but drastically dropped to a negative number in 2008. This pattern is depicted in a graph located in the appendix. This shows that Putnam Bank was profitable in the years 2005 to 2007, but was not profitable at all in 2008. The Return on Equity ratio was negative for 2008 because Putnam Bank had a negative net income. This displays that in 2008 Putnam Bank had less revenues than expenses. This also means that the shareholder’s did not make any money back from what they had invested into the bank. 

Compared to the peer groups, Putnam Bank’s ROE was the lowest in 2005 and 2006, slightly higher than the other banks in the group but lower than all the banks in Connecticut in 2007, and dropped back to the lowest in 2008. I would say overall, Putnam Bank performed poorly compared to the other banks in regards to their Return on Equity. Also, the higher the Return on Equity ratio, the better off the business is. The highest ROE that Putnam Bank ever had was 5.09%. This is not a very high percentage. Therefore, throughout the past four years Putnam Bank has not been extremely profitable. The highest that they retained per dollar that they earned was about $0.05. This means possible troubles in the future for Putnam Bank as well. If the shareholder’s continue to barley or not make any profits from the money they invested, then they might stop investing money into the bank. Without money from shareholders, Putnam Bank would probably end up going bankrupt or having to close down. 

The Return on Equity ratio can also be broken down into three parts which are the net profit margin, asset utilization, and the equity multiplier. The net profit margin is a good indicator of how well the bank controls its expenses. The net profit margin for Putnam Banks has a similar trend to the ROE. It is a higher positive number for 2005 to 2007, but then decreases to a negative number in 2008. This is also because Putnam Bank had a negative net income for the year 2008. Therefore, the net profit margin indicates that for the years 2005 to 2007, Putnam Bank was doing a decent job managing their expenses and was able to cover them all from their profits. However, in 2008 they experienced difficulty and could not pay for all of their expenses from their revenue. The trend of the net profit margin for the other banks in the group is fairly similar in that it is a positive number around 10% and then decreases to a negative number in 2008. The net profit margin for all of the banks in Connecticut is slightly higher than the peer group and Putnam Bank and decreases to 0.65% in 2008 instead of a negative number. Overall, Putnam has been managing their expenses in a way similar to the other banks in the peer group and all of the banks in Connecticut, but is still performing the worse out of these groups. They have not been profitable because they have too many expenses to pay for and are not making enough money to do so. 

The next component of the Return on Equity is the asset utilization. This depicts how well a bank uses their assets to generate revenue. Putnam Bank’s asset utilization slightly increased over the past four years. It is fairly steady and between 4% and 7%. It is a good sign that Putnam Banks has had positive asset utilization ratios and that it has been increasing over the past four years. This shows that they are efficiently making use of their assets to generate operating revenue. Although, a higher ratio would be better, the bank is still at a stable position right now with a positive, increasing ratio. Putnam bank has probably not maximized profits from the use of the assets that are available with only an average of about a 5% asset utilization ratio. They still have improvements to be made in this area but they are on the right track. Putnam Bank is doing slightly better in this area than the peer groups. The other banks in the group have an increasing asset utilization ratio until 2007 where it slightly decreased in 2008. All the banks in Connecticut’s asset utilization ratio increased from 2005 to 2006, but decreased every year after that. Therefore, Putnam Bank is using their assets more efficiently to gain profits than the other banks. They should keep up their current strategy and hopefully their asset utilization ratio will keep increasing each year. 

The last component of Return on Equity is the equity multiplier. The equity multiplier displays how a company uses debt to finance its assets. It is not expressed as a percent but as a number. For Putnam Bank, their equity multiplier was around 10 for 2005 to 2007, and then it increased to 14.73 in 2008. The higher the equity multiplier means the more debt that is being used to finance assets and the more risk that is involved. Putnam Bank had a significant increase in their multiplier from 2007 to 2008. This means that in 2008 they were using more debt to finance their assets. However, a higher equity multiplier could possibly also provide a higher return on equity which will benefit the stockholders. The risk is also higher which could lead to a larger loss. In Putnam Bank’s case, they have a lower ROE for 2008 so their higher equity multiplier did not help them but ended up hurting them from the larger amount of risk. The increase in the equity multiplier also shows that in 2005 to 2007 Putnam was able to finance their assets in a less risky way. In 2008, they probably were short on money and had to finance their assets with more debt to compensate. This ended up putting them in a worse position than in the past few years. For the other banks in the group, the equity multiplier was fairly similar to Putnam Bank’s for 2005 to 2007, but it was lower for the year 2008. For all the banks in Connecticut, the equity multiplier was around 8 for all of the years which were lower than Putnam Bank and the other banks in the group. However, it too did increase slightly from 2007 to 2008. Putnam Bank has used a similar amount of debt to finance their assets from 2005 to 2007 as the other banks in its group. All of the banks in Connecticut have had a lower equity multiplier which means they are using less debt to finance their assets and have less risk. Putnam Bank is not as well off as all of the banks in Connecticut, but is staying fairly consistent to the other banks in its peer group. 

Another ratio used to analyze the profitability was the Return on Assets. This ratio helps determine how profitable a company is in relation to its total assets. For the last four years for Putnam Bank, its ROA has been under 1.0% and has slightly decreased until it became -0.05% in 2008. This displays that in 2008 Putnam Bank was not profitable and did not use their assets efficiently. They were also not very profitable in the three prior years because the ROA was no higher than 0.52%. The higher the ROA means the more profitable a business is and Putnam Bank’s was fairly low over the past four years. Putnam Bank did not use their assets to generate earnings correctly, especially in 2008 when they did not generate any earnings from their assets.

The other banks in the peer group had a slightly higher ROA with a maximum one of 0.60%. Also, it never fell to a negative number but was 0.0% in 2008. This displays that Putnam Bank is in a good position in relation to these banks. Although they did perform slightly poorer, they are still in the same range in regards to the ROA. The other banks are probably facing the same issues with how to generate more earnings from their assets. This could be due to the recent issues with the economy and the loan crisis as well. Banks use loans and their main sources of assets and have suffered because of the customer’s inability to repay the loans. When also compared to all of the banks in Connecticut, there seems to be the same underlying pattern with the ROA. However, the highest ROA for the all of the banks in Connecticut was 1.08%, but it did have the same pattern of decreasing every year. For 2008, the ROA was 0.04% which is close to the 0.0% for the banks in the peer group and the -0.05% for Putnam Bank. Putnam Bank does not seem to be performing too poorly when compared with other banks. There is a central concern right now because of the economy and loan crisis and therefore all of the banks are having trouble generating a high return from assets. 

The next ratio that was calculated was the Net Interest Margin. This portrays how successful a bank is in borrowing funds from cheap sources and keeping a significant spread between its returns on loans and investments and the cost of the borrowed funds. The Net Interest Margin for Putnam Bank for the last four years between 2 and 3%. It decreased slightly from 2005 to 2006, and increased from 2006 to 2007 and again from 2007 to 2008. This is a good indication that Putnam Bank is managing their interest rates properly because their NIM has been fairly consistent for the past four years. It has not changed drastically, only slightly from each year. Also, it is a good sign that for the past three years, the NIM has been slightly increasing. It could mean that a bank is poorly managing their interest rate risk if the ratio was decreasing. Therefore, Putnam Bank seems to be stable with their net interest margin.

For the other banks in the peer group, the Net Interest Margin decreased from 2005 to 2006 and to 2007, but slightly increased from 2007 to 2008. This could indicate that the other banks in the group are having a harder time managing their interest rate risk because it was decreasing for three years. However, the Net Interest Margins for the peer group are in a similar range as those for Putnam Bank. They are either around 2% or 3%. This shows that the other banks in the peer group are managing their interest rate risk in a manner similar to that of Putnam Bank and they probably have similar interest rates as well. For all of the banks in Connecticut, the Net Interest Margin for the past four years has been slightly higher overall than the NIM for Putnam Bank and the other banks in the peer group. All of the NIM ratios for all of the banks in Connecticut have been over 3%. Overall, all of the banks in Connecticut seem to be managing their interest rate risk more efficiently than Putnam Bank and the other banks in the peer group because their NIM is slightly higher. However, it is not higher by more than 1.0%, so this means that Putnam Bank and the other banks are not far off from all of the banks in Connecticut and probably have similar interest rates and similar strategies on managing their interest rates and risk involved.

The Net Non Interest Margin displays the spread between non interest income and non interest expenses. It is also usually a negative number for most banks, but they try to keep it as low as possible. Putnam Bank’s Net Non Interest Margin decreased slightly each year and remained fairly steady. This represents that Putnam Bank has a healthy spread between their non interest income and non interest expenses. They have a good amount of the non interest income to cover the non interest expenses. This is displayed because the Net Non Interest Margin has been decreasing and it not a high negative number. All of the NNIM for Putnam Bank has been between 1.50% and 2%. Putnam Bank has a healthy NNIM compared to the other banks in the peer group. The NNIM for the other banks in the peer group has also been slightly decreasing for the past four years, but has been above 2%. They are still fairly close but Putnam is slightly better off. For all of the banks in Connecticut, their NNIM has been increasing over the past four years which is not a good sign because the percentages are negative. A higher negative number means that the bank does not have a good spread of non interest income to non interest expense. Also, the increasing NNIM shows that they are not improving their position either. Overall, Putnam Bank is performing the best in regards to the Non Net Interest Margin compared to the peer group and the other banks in Connecticut. They have a healthy amount of non interest income in relation to their non interest expenses and are able to cover a good amount of their expenses with their income.

The earnings spread was also calculated which can portray the effectiveness of the banks borrowing and lending. For Putnam Bank, the Earnings Spread decreased from 2005 to 2006 and from 2006 to 2007, but increased slightly from 2007 to 2008. The ES for Putnam Bank also did not go any higher than 1.75%. A higher number would result in a better spread between income and earnings and expenses and liabilities. Putnam Bank could have a higher earnings spread to be in a better off position. Also, their earnings spread has been somewhat unstable over the past four years by decreasing then increasing and also being a negative number in 2007. For the other banks in the group, there was the same trend of decreasing for the first three years and increasing in the last year. However, the ES was higher than those of Putnam Bank and the highest one was 2.74%. Also, the ES never went below 1.86% and never was a negative number. All of the banks in Connecticut have the same exact patter of decreasing and then increasing but also have yet a higher ES. The highest is 2.69% and the lowest is 2.22%. Compared to the other banks and the banks in Connecticut, Putnam Bank is performing poorly in this area. They could definitely improve their earnings spread by generating more interest income. Right now they do not have enough compared to their interest expenses. 

The Loan to Deposit ratio indicates the liquidity of a bank and their ability to convert deposits into loans. Putnam Bank had an increasing Loan to Deposit ratio for the past four years in the range of 63.23% to 84.54%. In comparison with the other banks in the peer group and all of the banks in Connecticut this is a lower Loan to Deposit ratio and means that Putnam Bank is not doing as good of a job profiting off of their loans. The other banks in the group had a low of 95.48% and a high of 101.38%. All of the banks in Connecticut had a low of 89.47% and a high of 96.29%. These banks are doing a better job of managing their loans with a low level of cash. Putnam Bank is about 5% off from the lowest Loan to Deposit ratio of the other banks. They need to manage their loans better because that is what makes up most of a bank’s assets. They have to change something to make more profits off of their loans if they want to be as successful as the other banks.

After examining several ratios for Putnam Bank and comparing it to other banks in its peer group and all of the banks in Connecticut, Putnam Bank seems to be a poor position regarding their profitability and liquidity. For many of the ratios, Putnam Bank fell in around the same range as the other banks in its peer group but was usually the lowest. Also, in most cases it was worse off than all of the banks in Connecticut. Putnam Bank performed poorly with its Return on Equity and it’s Return on Assets especially in 2008 when they both were negative.  Although, they were fairly similar to the other banks in its peer group which is a good sign, but they were lower than all of the banks in Connecticut. I would say compared to its peer group Putnam Bank had an average ROE and ROA but not compared to all of the banks in Connecticut. Putnam Bank is performing weakly in regards to their Net Interest Margin. They had a lower NIM than the other banks in its peer group and all of the banks in Connecticut. However, they performed strongly in regards to the Non Net Interest Margin. They had a better Non Net Interest Margin than the other banks in the peer and better than all of the banks in Connecticut for the last two years. For the last two ratios examined Putnam Bank performed poorly on. Both the Earnings Spread and the Loan to Deposits ratios Putnam had the worst results out of the peer group and all of the banks in Connecticut. They definitely performed weakly in these two areas. Putnam Bank performed well in about one of the areas examined and poorly in all of the others. I would say this puts Putnam Bank in a poor position. However, Putnam Bank seems to be performing similar if only a little bit worse than the other banks in the peer group. This could mean they are both facing the same problems. Putnam Bank needs to focus mainly on improving their interest margin, earnings spread, returns on assets and equity, and returns on loans. 
